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LOCAL DISCRIMINATION IN TRANSPORTATION. 

SUMMARY. 

Examples of anomalies, 470. — Hadley's oyster case not conclusive, 
472. — Two variants: lower long-haul rates by the roundabout route, 
as in the Hillsdale, Youngstown, and some Southern cases, 474; or by 
the direct route, as in the Nashville-Chattanooga and other Southern 
cases, 480. — Complicating influence of water transportation, 488. — 
Market competition from various regions a different case, 489. — The 
basing point (Southern) and basing line (Missouri River) systems, 
494 — Their inevitable instability and probable ultimate abandon- 
ment, 498. — Postage-stamp rates, illustrated by transcontinental 
tariffs, 499. 

Any unreasonable departure from a tariff graded in 
some proportion according to distance is known as local 
discrimination. It constitutes one of the most difficult 
and perplexing problems in transportation. Personal 
discrimination now happily having been practically elimi- 
nated since the enactment of the Elkins Amendments 
to the Act to Regulate Commerce, this issue of local dis- 
crimination becomes of primary importance. 

"A merchant of Wilkesbarre, Pennsylvania, purchased a 
carload of potatoes at Rochester, New York, and had the 
freight bill made for a delivery to Philadelphia, because 
the freight to Philadelphia was less than it was to Wilkes- 
barre, which is 143 miles nearer. He stopped the potatoes 
at Wilkesbarre, unloaded them, and paid the freight. A 
few days later he received a bill from the Lehigh Valley 
Company for $12 additional freight. If the potatoes had 
gone to Philadelphia, he would have paid $48 freightage. 
As they stopped at Wilkesbarre, he had to pay $60 ; that 
is, $12 for not hauling the carload 143 miles. 1 " 

1 Cullom Committee Report, Testimony, p 532 Cf instances in Hudson's 
Railways and the Republic, and Parsons' s Heart of the Railway Problem. 
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"A merchant in Montgomery, Alabama, shipped two car- 
loads of fruit jars from Crawfordsville, Indiana, to Mont- 
gomery. He shipped them to Mobile and then paid 
the local rate from Mobile back, those fruit jars going 
through Montgomery on the way out. By having 
them hauled 350 miles farther, he saved $75 on the 
two carloads." 

On first-class goods, at one time, the rate from Louisville 
to Montgomery was $1.26 per hundredweight. On to 
Mobile, 180 miles further south, it was only 90 cents. In 
the same territory the rate on kerosene oil from Cincinnati 
at times has been three times as much to interior points 
as to New Orleans, three times as far. West of the Mis- 
souri River and in the Rocky Mountain area similar com- 
plaints are common. Denver, Colorado, pays $1.79 per 
hundredweight on cotton piece goods, in small lots, hauled 
2,000 miles from Boston; while the rate to San Francisco, 
1,400 miles further away on the same line is only $1.50. 
This discrepancy is even greater in wholesale rates. No 
carload rating is given to Denver; while for similar ship- 
ments to the coast the rate is only $1 per hundredweight. 
In the opposite direction, sugar is carried from San Fran- 
cisco through Denver to Kansas City for 65 cents per 
hundredweight, as compared with a rate of $1 if the sugar 
is stopped at Denver. Smaller places in the West afford 
equally striking instances. The rate on rope from San 
Francisco to Independence, Kansas, is 75 cents; while 
the same goods are hauled on through Independence, 
Kansas, much farther, to Missouri River points for 60 
cents per hundred pounds. Wichita, Kansas, com- 
plains that cotton piece goods from New York by way 
of Galveston are rated at $1.36; while by the same route 
to Kansas City, 225 miles longer haul by that route, the 
charge is only 93 cents. The Southwestern Lumberman's 
Association complains, — 
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that a train of cars of lumber starts from Camden or other common 
point in Texas via Atchison, Topeka and Santa Fe Railway, and 
one car is dropped off in Oklahoma at 27^ cents per 100 pounds; 
one each also at Wichita and Emporia, Kansas, at 27J cents per 
100 pounds; one at Kansas City at 23 cents, and two cars also 
set off this same train at Kansas City, destined for Omaha and 
Lincoln, Nebraska, at 23 and 24 cents per 100 pounds, respec- 
tively. The balance of this train, now at Kansas City, runs on 
to Chicago, and 24 cents per 100 pounds is the charge then for 
most of the train which is left there. . . . Why should builders of 
homes in Wichita and Emporia, Kansas, pay higher freight than 
builders in Kansas City, Omaha, and Chicago when using yellow 
pine from Texas? 1 

Such instances as these might be multiplied indefinitely. 
They are often striking in character. The first impression 
is of intolerable abuse. The simplest tenets of justice 
and fair dealing appear to be violated. Careful analysis 
should, however, always be made before drawing such 
conclusions. Railroad practise seldom departs so fla- 
grantly from the fundamental consideration of cost of 
service without very substantial economic justification. 

The reasoning underlying local discrimination is ad- 
mirably set forth by President Hadley in the following 
passage from his Railroad Transportation:* — 

On the coast of Delaware, a few years ago, there was a place 
which we shall call X, well suited for oyster-growing, but which 
sent very few oysters to market, because the railroad rates were 
so high as to leave no margin of profit. The local oyster-growers 
represented to the railroad that if the rates were brought down 
to one dollar per hundred pounds, the business would become 
profitable and the railroad could be sure of regular shipments at 
that price. The railroad men looked into the matter. They found 
that the price of oysters in the Philadelphia market was such that 
the local oystermen could pay one dollar per hundred pounds to 
the railroad and still have a fair profit left. If the road tried to 
charge more, it would so cut' down the profit as to leave men no 

1 EUans Committee Report, 1805, p. 1892. * Pages 116-117. 
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inducement to enter the business. That is, those oysters would 
bear a rate of one dollar per hundred, and no more. Further, the 
railroad men found that if they could get every day a car-load, or 
nearly a car-load, at this rate, it would more than cover the expense 
of hauling an extra car by quick train back and forth every day, 
with the incidental expenses of interest and repairs. So they put 
the car on, and were disappointed to find that the local oyster- 
growers could only furnish oysters enough to fill the car about half 
full. The expense to the road of running it half full was almost 
as great as of running it full; the income was reduced one-half. 
They could not make up by raising the rates, for these were as 
high as the traffic would bear. They could not increase their 
business much by lowering rates. The difficulty was not with the 
price charged, but with the capacity of the local business. It 
seemed as if this special service must be abandoned. 

One possibility suggested itself. At some distance beyond X, 
the terminus of this railroad, was another oyster-growing place, 
Y, which sent its oysters to market by another route. The supply 
at Y was very much greater than at X. The people at Y were 
paying a dollar a hundred to send their oysters to market. It 
would hardly cost twenty cents to send them from Y to X. 
If, then, the railroad from X to Philadelphia charged but seventy- 
five cents a hundred on oysters which came from Y, it could easily 
fill its car full. This was what they did. They then had half a 
car-load of oysters grown at X, on which they charged a dollar, 
and half a car-load from Y on which they charged seventy-five 
cents for exactly the same service. 

Of course there was a grand outcry at X. Their trade was dis- 
criminated against in the worst possible way — so they said — and 
they complained to the railroad. But the railroad men fell back 
on the logic of facts. The points were as follows: 1. A whole car- 
load at seventy-five cents would not pay expenses of handling and 
moving. 2. At higher rates than seventy-five cents they could not 
get a whole car-load, but only half a car-load; and half a car-load 
at a dollar rate (the highest charge the article would bear) would 
not pay expenses. Therefore, 3. On any uniform rate for every- 
body, the road must lose money, and 4. They would either be 
compelled to take the oyster car away altogether, or else get what 
they could at a dollar, and fill up at seventy-five cents. There 
was no escape from this reasoning, and the oystermen of X chose 
to pay the higher rate rather than lose the service altogether. 
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The logic of this oyster case seems convincing in its 
simplicity. But it presents more complications than 
appear at the outset. 

First of all, what is the nature of the competition at 
the more distant point which is alleged to "compel" the 
lower rate? Is it merely of rival routes or of competing 
markets? It will be advisable to keep the two distinct 
so far as possible. Under the first heading, competition 
of routes, the subjoined sketches represent two possible 
situations. In both instances, however, Y, enjoying the 
lower rate, is more dis- 
tant from Philadel- 
phia than X. The dif- 
ference between the 
two arises from the 
fact that in the one 
case X is nearer Phila- 
delphia than Y on a 
roundabout line; while 
in the other X is actu- 
ally nearer than Y by 
the shortest direct 
route. We may safely 
assume that the compelling competition alleged at Y 
as justifying the lower rate is by rail; as, the commodity 
being a marine bivalve, both places presumably enjoy 
equal facilities for .water carriage. At all events, as- 
suming that we have to do with competing rail routes 
alone, what differences obtain between the two sets of 
circumstances above sketched? Not insignificant in- 
equalities in the length or power of the two routes are 
implied by the diagrams. They are supposed to repre- 
sent substantially different lines, which may, for the 
purposes of the argument, be denominated strong, natural, 
or standard, and weak, unnatural, or abnormal, respec- 
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tively, so far as the particular traffic in hand is concerned. 
That this distinction is not irrelevant, but frequently of 
determinant force, is shown by an analysis of concrete 
cases which have arisen for adjudication. 

This proposition is clear beyond dispute. The actual 
cost of service, which fixes an irreducible minimum rate 
between Y and Philadelphia, is less on the short fine than 
by the roundabout one. For either road to accept less 
than the portion of the cost traceable to this particular 
traffic, that is to say, the extra cost incident to its 
acceptance, is economically inconceivable. From this it 
follows, other conditions being equal, that the shortest 
line between Y and Philadelphia rules the rate in the 
last instance. This is normally the case. The round- 
about route thereafter merely accepts the rate thus com- 
pelled. To permit the roundabout line to rule the mini- 
mum rate would not only violate a fundamental principle 
of operation: it would inevitably lead to chaos. The 
analogy with cut-throat competition in business is ob- 
vious. It is equally plain that the mere acceptance of a 
short line rate by a roundabout road, so long as this rate 
is adequate to yield some profit over the extra cost, while 
of advantage to some, may not work positive injury to 
any one. This condition normally corresponds to the 
state of affairs represented by diagram A. The nearer 
point, X, as Hadley avers, has no just grievance against 

Y because the latter has the good fortune to have a direct 
service to Philadelphia at a low rate. For Y to with- 
draw shipments from the line via X might even destroy 
the only chance of X for a market. It would also deprive 

Y of whatever benefit it might have derived from com- 
petition either of routes or of facilities. Of course, we 
have expressly omitted market competition as a factor, 
reserving it for separate treatment. Yet one objection 
arises. Normally, the direct line ought to maintain a 
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tariff conforming in some degree to the distance principle. 
The roundabout line can compete at Y only by a viola- 
tion of it, unless, indeed, its local tariffs be graded much 
more gradually. In other words, its progression towards 
the maximum must be distributed over a much longer 
line. Even this would, on Hadley's statement of fact, 
eliminate X from the Philadelphia market. Such re- 
duction of local rates upon the roundabout route would 
in turn discriminate against places like Z on the direct 
line, equally distant with X from Philadelphia. For the 
latter places would necessarily be assessed at a higher 
rate per ton-mile. 1 This would constitute another form 
of local discrimination, which will be discussed in due time. 
There is, therefore, at best, only a choice of adjustments, 
either of which leads to some form of inequality. But, 
upon the whole, balancing the evil with the good, the 
first variant of our oyster case appears to be best solved 
by according all shippers at Y a somewhat lower rate 
than X enjoys. 

Conditions corresponding to diagram A have frequently 
given rise to complaints before courts and administrative 
tribunals. An interesting illustration is afforded by the 
Hillsdale ice case in Michigan. 2 Ice was moved from 
this town to Springfield and Columbus, two neighboring 
Ohio cities, over several different routes. To Columbus 
the shortest road, as the sketch map shows, was by the 
Hocking Valley Railroad directly through Toledo. An- 
other route by way of Sandusky existed; and even a 
third through Sandusky, thence over to Springfield, and 
in by the side door, so to speak, to Columbus. This last 
routing was due to the fact that the Big Four road from 
Sandusky diagonally across to Springfield had no access 

1 An instance is afforded by the Savannah Freight Bureau case. See Ripley, 
Railway Problems, p. 286 et aeq. 

3 Interstate Commerce Commission Reports, decided May 14, 1903. 
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to Columbus except through a branch line from Spring- 
field. This last-named zigzag route was 295 miles in 
length as against 190 miles by the direct fine through 
Toledo. To Springfield, on the other hand, no direct 
route from Hillsdale existed; but freight might move 
either via Sandusky by the Big Four road or through 
Sandusky and around by way of Columbus. The short- 
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est of any of these lines to Springfield, however, was 29 
miles longer than the shortest line to Columbus. This 
established Columbus, therefore, as normally the nearer 
point. Complaint arose from the fact that ice carried 
over the zigzag route to Columbus actually passed through 
Springfield and 45 miles beyond to reach its destination. 
For such shipments over the Big Four road, Springfield 
instead of Columbus was the nearer point. But, con- 
trariwise, for ice coming to Springfield through Columbus, 
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the latter in turn became the intermediate point. 1 The 
specific complaint was that the rate by all routes to Spring- 
field was $1 per ton, while to Columbus it was only 80 
cents. Originally, the rate was higher ($1.25 per ton), 
but was the same to both points. Is this a case of local 
discrimination or not? The Big Four road operating 
through Springfield answered that it was not responsible 
for the 80-cent rate to Columbus; that this was made 
by the direct line; and that it obviously must meet 
this rate or withdraw from the ice business. It alleged, 
moreover, that the rate of $1 was reasonable in itself 
as compared with other rates in the same territory, and 
was in fact substantially less than it formerly was; nor 
would its withdrawal from Columbus ice business evi- 
dently be of any advantage whatever to Springfield, 
but would indeed deprive it of some small contribution 
to joint expenses of operation on all its tonnage. No 
evidence being offered that Springfield was positively 
injured by this adjustment, the Commission properly 
dismissed the complaint. 

The distinctive feature of this class of cases, as has 
been said, is that the intermediate point preferring the 
complaint is always on a roundabout route. 2 St. Cloud, 
Minnesota, whose contention is described hereafter in 
detail, was thus situated. The so-called "rare and pe- 
culiar" case of Youngstown, Ohio, cited in the original 
Louisville and Nashville decision of 1889, was in no sense 
different. It was a case of pure competition of routes. 3 
Traffic to New York was starting its journey from Pitts- 
burg, over the rails of the same company, in exactly 

'This recalls Traffic Manager Bird's testimony relative to Wisconsin con- 
troversies before the Elkms Committee, , p. 

2 Using this term technically as described on p 475, supra 

8 The original correspondence setting forth these conditions is reprinted by 
the Senate Committee on Interstate Commerce, Hearings, 1905, Digest, Appendix 
III , p. 46 
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opposite directions. Some of it went east by the direct 
line; while other freight first moved due west, thence 
north, by way of Youngstown, Ohio, until it reached 
the main fine of the Erie, which took it on to New York. 
This traffic, therefore, described three sides of a rec- 
tangle in reaching its destination, traversing a route 172 
miles longer than by the direct line. The issue was raised 
by a demand for as low a rate to New York from Youngs- 
town as Pittsburg enjoyed, on the ground that it was 
nearer New York by this indirect line; Pittsburg traffic, 
in other words, passing through it en route to the seaboard. 
The reply of course was that, although nearer by an in- 
direct road, it was more distant by the natural and short- 
est route, and consequently should pay more for the ser- 
vice. What the roundabout line was really demanding 
was permission to compete at Pittsburg for New York 
business, without being compelled to reduce its local 
rates from intermediate points like Youngstown. In 
other words, the long line was demanding exemption 
from the long and short haul clause, while the direct 
short line conformed to it. Without such exemption it 
could not continue to reach out for Pittsburg business, 
as the loss incident to reduction of its local rates would 
outweigh the profit in the competitive tonnage. 

One side of the Savannah Freight Bureau Fertilizer 
case 1 — namely, the complaints of local stations on a 
roundabout road — brings it within our first category. 
A roundabout line was 413 miles long as against a 
direct route of only 273 miles. Kathleen, Georgia, was 
only 288 miles out from Charleston on this indirect line, — 
approximately the same distance as Valdosta, which 
thus corresponds to Y in the oyster case. Yet Kathleen 
paid a rate of $3.32 per ton on fertilizer from Charleston 

1 Ripley, Railway Problems, p. 298 
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as against $2.48 charged to Valdosta, 125 miles beyond. 
But this excess distance was by an indirect route. Most 
of the notable English cases concerning local discrimination 
appear to be of the same stamp. 1 The complaints of a 
number of smaller places in the St. Paul-Milwaukee ter- 
ritory, like Cannon Falls, Lacrosse, and Northfield some 
years ago, reduce in part to the same thing. 2 Whether 
the Troy, Alabama, and Wichita, Kansas, cases belong 
here or in the next group is indeterminate, owing to the 
difficulty of comparing conditions of carriage by rail 
and by water, respectively. 8 

On the other hand, the set of circumstances shown in 
diagram B (page 474, supra) is of quite a different sort. 
The justification for the local discrimination is much 
less clear. Here, as before, the distant point Y enjoys 
a lower rate than X because of the presence of compe- 
tition; but it is important to inquire both as to the 
nature and the amount of it. In the first case, com- 
petitive traffic from Y was extra rather than normal in 
character, so far as the line serving X was concerned. 
It was relatively small in amount. Whatever surplus 
revenue resulted from it aided the local tariffs, including 
those at X, in supporting the burden of fixed expenses. 
This burden they were bound to bear entirely in the ab- 
sence of competitive business picked up at Y. The dis- 
tant point Y of course had no complaint in any event, 
and the chances are that X was benefited, as we have seen. 
But in this second case the great bulk of the traffic from 
Y belongs naturally to the direct line through X. It con- 
stitutes the mainstay of its business. The direct line, 
unlike the roundabout one, cannot withdraw from the 
field when rates become unremunerative. It is in this 

1 Brief of Ed Baxter, Alabama Midland Railway Case, United Sates Supreme 
Court, p 71; and Aeworth, p. 83. 

2 C/. Interstate Commerce Commission Report, xiv p 299 ' See p 488, infra. 
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business passing directly through X to stay. Nine-tenths 
of the Y traffic perhaps moves through X in this latter 
case : in the former one, one-tenth would perhaps measure 
the proportion of the indirect fine. Under this assump- 
tion, it is obvious that the question of the level of rates 
at Y, as determined by the presence of competition, as- 
sumes a ninefold greater importance in the eyes of X, 
so far as the effect upon local rates in supporting the fixed 
and joint expenses of the road is concerned. In any 
event, even the line operating under a disability sup- 
posedly earns some small net return on competitive traf- 
fic, else it would withdraw from the field. This it is in 
fact free to do at any time; and, however small the net 
return, it is at least all gain. On the other hand, when 
the net return on a large volume of its natural business 
becomes unduly small, the financial stability of the direct 
line is put in jeopardy. The danger of local rates (as at X) 
being actually enhanced or at least prevented from re- 
duction, because of an unduly low level of competitive 
rates at more distant points, is thus much greater when 
X is a way station on a direct line than when, as in our 
first instance, it is an intermediate point on a round- 
about route. For this reason the direct line through X 
is at the outset put to a justification of its local tariffs, 
as to whether they are inherently reasonable or not: 
first, by comparison with the general level throughout 
the surrounding territory; and, secondly, as yielding a 
return on the capital actually invested. This seems to 
have been the fine of reasoning which the Interstate 
Commerce Commission adopted in the recent important 
Spokane, Washington, cases. 1 The low through rates to 
the Pacific coast were established as reasonable by the 
competition of sea routes round the Horn, and especially 

1 Interstate Commerce Reports, Opinion No 820, decided February 9, 1909. 
Cf also the Denver, Colorado, decision No 951, for March 2, 1909. 
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by the newly-opened Tehuantepec Railroad. The only 
ground for finding there was discrimination against Spo- 
kane was an inherent unreasonableness in its rate. This 
was, in fact, the outcome, the decision being rendered 
notable, further, by reason of the prominence given to 
the valuation of the railroads' property as a basis of 
judgment. 

The first important point to be established, then, in 
this second variety of the oyster case was as to the relative 
distribution of traffic from the more distant competitive 
point by the several lines open to it. The next concerned 
the absolute reasonableness of the rate at the interme- 
diate point. In the third place, we must inquire whether 
the rate at the more distant point may not be unreason- 
ably low. This was a contingency not possible, as we 
have just seen, in the Spokane case. But others may 
be different in this regard. One is thus forced to consider 
the effect upon the level of rates at the more distant 
point of the presence of roundabout competitive lines. 
An indirect rival road may, as in the St. Cloud case, carry 
only 73 carloads a day as compared with a daily move- 
ment of 1,000 cars by the direct lines. On the other hand, 
as in the Savannah Freight Bureau case, Valdosta, 
Georgia, may receive nine-tenths of its supply of fertilizer 
by indirect roads. But in any event it is the potential, 
not the actual movement of tonnage, which may count 
in the long run. It is indisputable that the short line 
between two points never pares its rates down to an irre- 
ducible minimum except under compulsion. The pres- 
ence of a roundabout route affords just this pressure to 
reduction. Even allowing that in the last analysis the 
long line will strike bed-rock of no profit first, it is indis- 
putable that such lines frequently, instead of merely 
meeting rates made for them by the direct routes, seek 
to divert business by actually undercutting those rates. 
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Having only a small share of the tonnage, they take 
risks which would be fatal to others. To transport at an 
absolute loss is of course no more defensible than the 
argument of the merchant that the only way to compen- 
sate for selling goods below cost was to enlarge the volume 
of his business. But, of course, there is always the chance 
that, by enlarging this volume sufficiently, operating ex- 
penses may be so far cut down that a loss may be trans- 
formed into a profit. The diversion of enough traffic from 
the direct railroad line to accomplish this end would, of 
course, reduce the volume of its traffic and thereby unduly 
burden it, to the manifest injury of all local points like X. 
Suggestive illustrations of lower rates at the more dis- 
tant point than are under the circumstances actually 
"compelled" by competition of routes are to be had. In 
a recent case 1 the rates on bananas from Charleston, South 
Carolina, to Danville and Lynchburg, Virginia, respec- 
tively, were called in question. The traffic moved through 
Danville on its way to Lynchburg, 66 miles beyond, at 
a rate of 43 cents to Danville as compared with a rate of 
20 cents to Lynchburg. The reason for the low rate at 
Lynchburg was the presence of a rival route, — bananas 
coming in through Baltimore. But the lowest rate 
"compelled" by this competition was in fact 13 cents 
higher than the Danville line charged at Lynchburg. 
In other words, the long-distance rate was that much 
lower than it need have been. This instance is anal- 
ogous in another way to our oyster case, inasmuch as, the 
demand at Danville being limited, one-half of the same 
carload paid the Danville rate of 43 cents, while the 
other half went on at the lower rate of 20 cents enjoyed 
at the more distant point. It is in this connection, — of 
rates unduly low at so-called competitive points, — that 
the partial weakness in the railroad arguments in many of 

1 Interstate Commerce Reports, No. 696, decided June 25, 1904. 



484 QUARTERLY JOURNAL OF ECONOMICS 

the Southern basing point cases appears. Since the 
Supreme Court of the United States has held that com- 
petition at the more distant point justifies its lower 
rates, the Interstate Commerce Commission is powerless 
to give effect to whatever opinion it may entertain that 
at times it is neither water nor commercial competition 
which actually brings about the low rate at the basing 
point; but merely a consensus of opinion among carriers 
that that place will respond quickly enough to favors 
granted, to make it worth while to try the experiment. 1 
This conviction is vastly strengthened of course since 
entire monopoly among all the southern railroad lines 
has become an established fact. It is an absurdity to 
speak longer of any competition between rail carriers 
existing in a large part of this territory. 

Actual illustrations of this second variant of the oyster 
case, free still from the complications of competition of 
markets, are not common, but occasionally arise. Chat- 
tanooga, which aspires to be the commercial and industrial 
center of eastern Tennessee, is about 150 miles south- 
east of Nashville, as the sketch on page 485 shows. 
Owing to the south-western trend of the Appalachian 
Mountain valleys, it is only 846 miles from New York by 
rail, almost as the crow flies; while Nashville has access 
to the North principally through Ohio River gateways, 
over lines, at the best, 1,058 miles in length. By these 
lines, therefore, the latter is 212 miles further from New 
York than Chattanooga. But the two competitive places 
are only 151 miles apart: whence it follows that the short- 
est possible all-rail fine from New York to Nashville, 
swings around to the south by way of Chattanooga. The 
situation is complicated by other combined rail-and-water 
routes from New York through Norfolk, Savannah, and 
Charleston. But all these lines also reach Nashville by 

1 Cf. the opinion in the Savannah Fertilizer case, Ripley, op. at., p. 299. 
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coming up through Chattanooga. From every point of 
view, therefore, Chattanooga, on the basis of mileage 
is the nearer point to New York: 151 miles nearer by the 




direct line, all rail; equally nearer by all combined rail- 
and-water routes; and 212 miles nearer than is Nashville 
by the roundabout all-rail lines through Louisville or 
Cincinnati. Its location corresponds to X in our second 
variation of the oyster case; namely, an intermediate 
point on the direct line to another more distant point 
Y, which latter enjoys the competition of more rounda- 
bout routes. 

The disability against Chattanooga, against which it 
protested, was substantial. 1 Its first-class rate from New 
York was $1.14 per hundred pounds, while Nashville 

1 The Ml statement of this case is reprinted in Ripley, Railroad Problems, 
pp 238-268 
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paid only 91 cents. On various commodities the Chatta- 
nooga rates were from 25 to 75 per cent, above those to 
Nashville. The effect of such differences upon jobbing 
business at the places intermediate between Nashville 
and Chattanooga is shown by the subjoined chart. 
The two upper sloping lines represent the through rates 




from New York to each distributing center, plus the local 
rates out to way stations. Even at Bolivar, the nearest 
place to Chattanooga, the Nashville combination is slightly 
lower than that based upon Chattanooga. This disa- 
bility steadily increases as Nashville is approached, rates 
from Chattanooga rising while those from Nashville 
fall, until at Kimbro the jobber located at Chattanooga — 
the nearer point to New York on the direct line — must 
lay down his New York goods at a rate of 63 cents a hun- 
dred pounds higher than his competitor in Nashville 
enjoys. This adjustment is partly an historical product. 
Nashville, by the old river routes from Pittsburg down 
the Ohio and up the Cumberland, was formerly nearer 
the Eastern cities than Chattanooga. Then, the trunk 
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lines through Cincinnati with heavy traffic and low rates 
shortened the distance; and, finally, the Louisville & 
Nashville Railroad, supplanting the river routes, under- 
took to build up Nashville as against Cincinnati and 
Louisville. Historically, on the other hand, Chattanooga 
was long an unimportant point. It took, as it still does, 
the same rate from the north as prevailed at some 23 
other Southern cities from Atlanta to Memphis. Here 
is the crux of the difficulty. The rates at Nashville must 
be assumed as historically fixed. Whatever remedy 
may apply must come from a reduction of the rates to 
Chattanooga, the nearer point. This place has now be- 
come an important center, the meeting point of a num- 
ber of rail and water lines. The long-prevalent grouping 
of all the Southern cities with equal rates from the North 
must be replaced by a system of differentials, if the dis- 
crimination against Chattanooga is ever to be ameliorated. 

By this time it will be observed that in the discussion 
of the Chattanooga case we have drifted far beyond the 
mere competition of rival routes. Commercial competi- 
tion, which affords the justification for grouping all these 
twenty-three important Southern cities together, is a topic 
to be treated elsewhere by itself. The difficulty in many 
of these cases is to distinguish between the really strongest 
line and the one which is merely the shortest. Upon this 
point one's decision of the Chattanooga case might actu- 
ally depend. The Louisville & Nashville contends that 
Nashville even to-day is, from an operating point of view, 
nearer New York than Chattanooga, altho the distance is 
212 miles more. All the Trunk Lines compete at Ohio 
River points, and bring them relatively much closer to 
New York. The density of traffic on these lines is far 
heavier than on the air line to Chattanooga. 

It happens that Chattanooga meets this allegation of 
greater trunk line density and cheapness, by proof of the 
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still greater economy of operation by the coastwise steamers 
to Southern ports, traffic coming thence north by rail 
through Chattanooga. The appearance of water compe- 
tition in any of these cases always introduces an al- 
most insuperable difficulty in the way of comparison of 
long and short lines. Shipment by vessel differs from 
rail carriage, primarily in the relatively high terminal 
costs, the absence of all maintenance of way costs, and 
the low cost of actual propulsion. With a cargo once 
securely stowed, the distance traversed by a vessel is of 
relatively little importance, much less so than in the case 
of carriage by rail. A powerful factor in determining 
water rates moreover, especially by sea, is the absence of 
local traffic. Wharves and terminals being expensive 
to build and maintain, and the method of loading in a 
ship's hold not being conducive to ease in access or as- 
sortment, vessels are confined largely to bulk traffic at 
a few important points. The expenses of operation must 
be more uniformly distributed over the cargo than in 
the case of a train load. The water line, therefore, is 
deprived of one advantage in cutting rates. It cannot, 
so readily as a railroad, recoup itself for losses on com- 
petitive business or at competitive points by falling back 
upon its earnings from way stations. 

From all these considerations it not infrequently comes 
about that, unlike carriage by rail, the longest way round 
may indeed be the shortest way home. This is clear in 
the highly involved Wichita, Kansas, cases. Wichita, a 
commercial center of southern Kansas, is 200 odd miles 
south-west of Kansas City. Its all-rail rates from the 
East are higher than to Kansas City. Yet by the water 
route from New York to Galveston and thence up by 
rail, as compared with Kansas City, it is a nearer and in- 
termediate point. The Interstate Commerce Commission 
well expresses the difficulty: — 
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It is quite probable that the actual cost of transporting cotton 
piece goods from New York to Wichita via Galveston does not 
exceed that of carrying them from New York to Kansas City via 
the cheapest route. The all-rail haul is to the latter point 1,300 
miles and over. The ocean-and-rail movement involves a rail car- 
riage of from 1,100 to 1,300 miles, depending upon the route 
selected. If the goods move through some Gulf port, there is a rail 
carriage of not less than 850 miles. If, therefore, the rate were to 
be measured by the expense of the service, it is probable that 
Wichita would to-day enjoy as low a rate as the Missouri River. 

Summarizing the results so far reached, in all that con- 
cerns the two sorts of cases considered in the preceding 
paragraphs, our conclusion is that, when competition by 
rail at the distant point is alone present, and when 
the nearer point is on a roundabout route, a railway 
"is entitled to carry the traffic from Y past X to Phila- 
delphia for considerably less than nothing"; but, when 
the nearer point is on a direct line, the case is debatable. 
Proof that normal competition compels the lower rate 
at the remoter station must be uncommonly clear and 
conclusive. In other words, the facts that the rate at 
Y is not unduly low and also that the rate at X is not un- 
reasonably high must both be firmly established. 

The question has forced itself forward constantly as 
to whether the existence of the alleged discrimination in 
rates is merely a matter of relativity in cost of operation 
or whether it inflicts positive injury upon the nearer 
point. Would it benefit the nearer point if the lower 
rate beyond were withdrawn? It is here that the com- 
plexity of some of these cases of local discrimination 
becomes apparent. To understand this phase of the 
matter, the factor of commercial competition, as distinct 
from mere rivalry of routes, must be introduced. Had- 
ley's analysis of the oyster case is quite inadequate on 



490 QUARTERLY JOURNAL OF ECONOMICS 

this point. Rates in that instance were on commodities 
(oysters) produced at practically uniform cost at both 
X and Y. They were, moreover, rates from two places 
out to a common market. Would it, however, make any 
difference if the controversy concerned the rates in the 
opposite direction; or, in other words, from a common 
center of distribution out to two competing consuming 
points ? Would it make any difference whether the goods 
were to be consumed at X and Y; or were to be used as 
raw material in manufactures at those two points; or 
were to be distributed throughout the countryside from 
X and Y as jobbing centers? It is at once evident that 
these issues are more complicated than in the first case. 
The two points X and Y being commercial and industrial 
rivals, is it not possible that the growth of one may take 
place at the expense of the other? At any given time 
there is only a fixed demand for the goods consumed, 
manufactured in or redistributed from the two places. 
Trade won by one is quite lost to the other. Of course, 
in a measure, this might also have been true of the oyster 
production. But, inasmuch as in that case the rate from 
Y was not affected by the entry of X, its prosperity would 
not probably be disturbed. The Hillsdale ice case, above 
described, is also one where the commodity (ice) is of 
relative unimportance for Columbus and Springfield, re- 
spectively. How would matters stand if the rates in 
question were on lumber or coal for manufacturing pur- 
poses? The difference, no doubt, is merely of degree and 
not of kind. Magnitudes, however, must not deceive us. 
The rights of Kathleen or Danville are just as sacred as 
those of Chicago and Pittsburg. 

St. Cloud, Minnesota, is located upon a line of the North- 
ern Pacific Railroad, 76 miles northwest of St. Paul. 1 It 

1 The St. Cloud decision of the Interstate Commerce Commission is reprinted 
in Ripley, Railway Problems, pp. 269-285 



LOCAL DISCRIMINATION IN TRANSPORTATION 491 

is a competitor not only with St. Paul, but with other local 
centers in the vicinity, like Elk River, Princeton, and 




Anoka, either for flour milling or for distributive jobbing 
business. It is about the same distance as these other 
places from Duluth or Superior; through which the entire 
district obtains its supplies, such as coal, from the East by 
lake boats; and by way of which its flour must be shipped 
to the Eastern markets and to Europe. And yet the rate 
on flour made at St. Cloud to New York in 1899 was 28£ 
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cents per hundredweight as against a rate of 21J cents 
from St. Paul, this latter rate being enjoyed also by 
Milaca, Princeton, Elk River, and Anoka. The rates on 
coal and other supplies from the East were likewise pro- 
portionately higher than to St. Paul and these neighbor- 
ing towns. The specific complaint in this case is of local 
discrimination. The Northern Pacific Railroad operates 
the long line between St. Paul and the head of Lake Su- 
perior by way of Brainerd. On this business, passing 
through St. Cloud, it has to meet a rate compelled at St. 
Paul by the competition of no less than three direct lines 
to Duluth. It avers that this business, taken either way 
for longer distances and at lower rates than are accorded 
to St. Cloud, in no way affects the rates at that point ; and 
that whatever it can earn as a contribution to joint ex- 
penses decreases the burden of these upon St. Cloud rates. 
This is all entirely true from the transportation point of 
view; but, viewed in a large way, the situation is altered. 
Wheat of local production about St. Cloud is rendered 
of less value by practically the excess of the St. Cloud 
rate per hundredweight over the rate enjoyed from St. 
Paul. The Interstate Commerce Commission found that 
this was equivalent to a difference of fully $1 per acre 
in the value of wheat lands tributary to St. Cloud. And 
on the other hand, of course, the cost of all its supplies 
is enhanced above the level of rival manufacturing cen- 
ters. On soft coal this equalled no less than 85 cents per 
ton To this the Northern Pacific replied that the dis- 
crimination against St. Cloud was not of its creation, but 
had existed before its entry into any St. Paul business 
by its indirect route. The Commission found, however, 
that in fact the participation of this indirect line in St. 
Paul-Duluth business did affect the short-line rate; and 
that its withdrawal would at least tend to prevent any 
further reduction of the St. Paul and related rates. If 
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the withdrawal did not remove the discrimination against 
St. Cloud, it would not at all events aggravate it. The 
vital point, differentiating this case from that of the Savan- 
nah Freight Bureau, previously stated, was the actual 
damage to the intermediate point due to the existence 
of commercial competition between it and the place more 
distant. 

An important feature in commercial competition is its 
entire dissociation from all considerations of cost of service 
by long or short routes. Neither strong nor weak lines 
make the rate. The business is there. Market condi- 
tions are fixed. The carriers are free to take traffic or 
leave it. Single-handed, at least, they cannot rule the 
price of transportation. The price of sugar at Kansas 
City is made by competition of Louisiana sugar com- 
ing from New Orleans, of beet sugar and Hawaiian 
sugar from Colorado and San Francisco, and of the world's 
sugar from New York. This is why Kansas City, in the 
complaint stated in the opening paragraph, enjoys a lower 
rate on sugar from San Francisco than the transconti- 
nental lines can accord to Denver. The only possible 
justification for the apparent anomaly in lumber rates 
from Texas points, cited in the same paragraph, is that, 
as the heart of the Middle West is approached, lumber 
supplies from every point of the compass converge upon 
common markets. As is so frequently averred in such 
cases, no carrier makes the rate. The rate is made for 
all of them by conditions beyond their control. The only 
rates, therefore, which it is in their power to fix in some 
accordance with average costs of operation, are the rates 
at local stations. For these rates alone can they be 
brought to book. 

Just here another characteristic of commercial compe- 
tition as distinct from rivalry of routes is to be noted. 
Local discrimination, wherever it is alleged to occur, fre- 
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quently assumes the form of complaint against rates to 
various places, not on the same line but by different and 
often widely separated lines. Complaints of this class 
might arise, for instance, referring back to our diagrams 
of the oyster cases, between X and Z. Philadelphia, we 
will assume, as before, to be the common market. A mul- 
titude of different varieties of protest are distinguishable. 
Point X equally distant from Philadelphia with Z may pay 
a higher rate than Z. Or X may be less distant than Z, 
and yet be called upon to pay the same rate. It may even 
be less distant than Z and yet actually be charged a higher 
rate than Z. But in all these instances the two points (X 
and Z) are not on the same route, but on divergent routes. 
The issue remains the same. The conditions imposed at 
the point of convergence being fixed, each line must exer- 
cise its own ingenuity in conforming thereto. Methods in 
each case must differ, according to the length of fine, the 
direction and composition of the traffic, and other factors. 

Three general schemes of rate making are distin- 
guishable in American practise. The most satisfac- 
tory one is that which obtains in Trunk Line territory, — 
of zone tariffs with a gradation in some degree correspond- 
ing to distance. 1 At the other extreme is the system of 
the flat or postage-stamp rate, exemplified in the 
Missouri-Mississippi River territory/ and in Pacific 
coast rates from all points east of the Mississippi.* 
Intermediate between the two are the systems of basing 
lines and basing points. The first of these, the basing 
line system, prevails throughout the country west of the 
Missouri River. The second, the basing point system, 
is found throughout the Southern States east of the Mis- 

1 Described in detail in Ripley, Railway Problems, pp. 309-322. 

2 Annals American Academy of Political Science, April, 1908. 
8 Ripley, op ctt , pp 405-440. 
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sissippi. In both the principle is the same. The two differ 
only in detail. Through rates are made to certain desig- 
nated places ; and from there on, a local rate to all other 
places, large or small, is added. This local charge rises, 
of course, with distance. Thus the first-class rate to Den- 
ver, Colorado, is made up of a rate of 80 cents from Chi- 
cago to the Missouri River, plus $1.25 for the balance of 
the haul. From Chicago to a point in central Nebraska 
the only difference would be a lower local. In Southern 
territory the rate to Troy, Alabama, equals the sum of the 
through rate to the nearest basing point, Montgomery, 
and of the local rate from there on to destination. The 
only difference in detail between these two systems is 
that in the Western territory, all competing lines being 
parallel (until the routes around by sea and back from the 
Pacific coast are met), rates rise in all cases progressively 
with distance. The complaint of local discrimination 
rests merely on the allegation that the rate of progression 
with increasing distance is too rapid. In the South, on 
the other hand, owing to the encircling seaeoast with deeply 
penetrating navigable rivers, the competing routes from 
the East or North converge from different and even from 
directly opposite directions. Hence it is impossible to base 
rates upon extended boundary lines, like the Missouri 
River. Rates must be based upon certain designated 
points. This introduces a serious complication. Points 
instead of lines being used for basing purposes, in the South 
local rates rise outward in every direction around each 
basing centre until the sphere of the next basing point is 
met. And local rates to points even back on the same 
line through which the traffic has already passed to reach 
the basing point, are thus of necessity higher than rates 
to points beyond. 

The economic anomaly of rates actually falling pro- 
gressively as the length of the haul increases is graphi- 
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cally well illustrated in the accompanying diagram, based 
upon data in the Georgia Railway Commission cases. 
The charges from Cincinnati to local points on all lines 
converging upon At- 
lanta equal the sum 
of the rates to At- 
lanta plus the local 
charges out. This 
holds good even on 
the direct line from 
Cincinnati through 
Chattanooga, as the 
diagram shows; yet 
of course it also 
follows that rates 
must again decline 
as the next basing 
point is approached 
in any direction; be 
it Montgomery to 
the west, Macon to 
the south, or even 
Chattanooga to the 
north. The only 
condition analogous 
to this in the Far 
West appears in 

those places whose rates are made up by a combination 
of the low water rates to the coast plus a local back 
eastward into the mountains. The transition from this 
Pacific coast combination to the system based upon the 
Missouri River occurs at those places where the aggregate 
charges from either direction become equal. Viewed as a 
large matter of principle, the whole Western system is 
analogous to the Southern system. It is inevitable in 




MACO/HJiot 



.l08OMCWTC;0ME.RY 



LOCAL DISCRIMINATION IN TRANSPORTATION 497 

both that intermediate points should in all cases be 
assessed at a higher rate than those adopted as bases. 1 

The reason advanced in support of these basing point 
or basing line systems is that they are an outgrowth of 
commercial competition; in other words, that they are 
compelled by conditions beyond the carriers' control. 
Sometimes it may be the competition of widely encircling 
water routes: as from New York around to Galveston 
and up to Kansas City in the south-western field; or to 
Mobile and up to Montgomery, Alabama, in the south- 
eastern states. But, in many other cases, market compe- 
tition from other centers of supply sets the limit to the 
rate at the basing point. Missouri River cities thus enjoy 
a great advantage over competitors, as meeting places 
of the ways. Generally, the low rates to the base points 
have been originally accorded in order to build up local 
distributive or industrial centers in the face of competition 
from older places. Nashville undoubtedly owes a large 
measure of its present prominence to the fact that in the 
old days its principal railroad gave a foothold and made 
a clientage for its merchants as against older rivals in 
Cincinnati and Louisville. Nor can it be said that this 
was an injury to that clientage, composed of consumers 
all through the adjacent countryside. Rates for these 
consumers were not put up, in order to build up Nash- 
ville. On the contrary, Nashville was given perhaps 
inordinately low rates, in order that the sum of these 
low rates and of the local rates out to Four, Corners 
should be at least as low as those from Cincinnati 
and Louisville direct. This last argument is the 
main economic defence of the Southern basing-point 
system. 2 It applies equally to the advocacy of a low 

1 Cf Commissioner Fifer's dissenting opinion in the St Louis Business Men's 
League case, reprinted in Ripley, op cxt , p 439 

2 Best elaborated by H R Meyer, Government Regulation of Railway Rates 
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basing line at Missouri River cities for rate making to 
points beyond. 1 

The main difficulty with any system of basing points 
or lines, which so flagrantly violates the distance prin- 
ciple, is first of all to determine at what points to base; 
and thereafter to accommodate the system to the nor- 
mal growth and development of the country. The sys- 
tem is inelastic. It tends to break down of its own weight. 
It must enlarge, if at all, by fits and starts, in each case 
with violent dislocation of trade. A generation ago 
towns in Iowa complained that the Mississippi River 
was a basing fine. Then, when the Missouri River fine 
was substituted, an outcry rose from all the points in 
Nebraska. The persistent complaint from Denver against 
its rate adjustment as compared with Kansas City, — a 
competitive distributing center, — well exemplifies it. 
The Denver Chamber of Commerce intervenes, and pro- 
poses that the basing line be moved from the Missouri 
River out to Colorado common points (like Denver). 
Indeed, in each case the argument in favor of the change 
is identical. Each tier of complainants — thriving cities 
which have recently come to more or less commercial 
maturity — plead their inability to compete with the centers 
adopted some years ago for basing purposes. Denver, 
for example, wishes to sell goods throughout Utah. But 
its total charges there on goods purchased in the East 
amount to 80 cents from Chicago to the Missouri River, 
plus $1.25 on to Denver, plus $1.64 on to destination, — 
a sum of $3.69 per hundred pounds. The Kansas City 
dealer, on the other hand, gets a low base rate of only 80 
cents with a single additional rate directly out to Utah 
of $2.05. In other words, the latter can lay down his 
goods in Utah for $2.85 as against $3.69 paid by the 

1 The recent case, Interstate Commerce Commission Reports, No. 983, decided 
June 24, 1908, is best upon this 
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Denver competitor. The point to be carried forward, 
however, is not so much the disparity against Denver, 
as the fact that the moment Denver is prompted to be 
a basing point it becomes defendant in a complaint 
of precisely the same sort, brought by the places still 
further west. This inelasticity of basing point schemes, 
together with their inability to expand without abrupt 
dislocations of trade, is apparent everywhere in the South. 
Just as Chattanooga complains against Nashville, so the 
little intermediate stations between Chattanooga and 
Atlanta, as our diagram on page 496 showed, become restive 
under rates of $1.27 as compared with a rate 21 cents 
lower charged on to Atlanta. The system of basing points 
or lines may be an inevitable concomitant of industrial im- 
maturity; but it is none the less difficult to defend as a 
permanent system or as one inherently just. And its 
final relegation to the scrap heap, in favor of a system 
of rates graded more or less according to distance, is ar- 
dently to be desired. 1 

Does a constant rate applied over a long stretch on the 
same line constitute local discrimination? May the 
nearer points rightfully protest against the fact that 
equally low rates are accorded to remoter points? This 
is the gist of the controversy in the very suggestive Milk 
Rate cases in 1897. 2 Here the conflict of interest between 
producer and consumer is obvious. The city of New 
York naturally desires a wide market from which to 
draw its supply. On the other hand, the near-by pro- 

1 The feasibility of doing this in the South could all parties concerned be 
whipped into line, is demonstrated by the ingenious adaptation of the Trunk Line 
system to local conditions by a special committee of the Southern Railway and 
Steamship Association in 1880 Report of meeting, August 12, 1880, in Proceed- 
ings, vol Vll 

2 The report and opimon is reprinted in full by the Elkins Committee, 1905, 
as Appendix H. 
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ducers wish to enjoy the advantages of nearness to the 
market to the fullest degree. Study of the evolution of 
rate sheets clearly shows how such grouping of charges 
over long distances may be in the nature of a compro- 
mise to avoid actual violation of the long and short haul 
principle. Oftentimes places scattered along over a hun- 
dred miles of railroad enjoy absolute equality of charges. 
Obviously, the ton-mile rate steadily falls within such 
a group with progressive remoteness. Yet it is an in- 
evitable feature of tariff building. 1 It is the kernel of 
the admirable Trunk Line rate system. Such an equal- 
ization of rates between points unequally distant from 
a given center, not infrequently arises in connection 
with mere competition of transportation routes. Re- 
ferring back to the diagrams on page 474, it may happen 
that a complainant at X, the nearer point, recognizing 
the inevitableness of a low rate at Y, may succeed in 
securing an agreement that, while its charges cannot 
be less than at Y, at least they shall not be more. 
This was all that was asked in the "rare and peculiar" 
case of Youngstown, Ohio. But it is apparent that such 
a solution differs only in degree from those previously 
discussed. The question of principle remains the same. 
The roundabout route to New York up back by way of 
Youngstown could continue to compete at Pittsburg 
for as low a rate as on direct shipments, even if it observed 
the long and short haul principle to which the Pennsyl- 
vania direct route was committed, only by charging much 
lower rates per ton-mile on Pittsburg traffic through 
Youngstown than was levied on business there originat- 
ing. This raises precisely the same question of distri- 
bution of joint expenses between local and competitive 
traffic, already discussed. In certain contingencies under 

1 See a series of articles by the present writer, in the Railway Age-Gazette, 
May and June, 1909 
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the second variety of the oyster cases, such a solution 
might apply. Would Chattanooga, for example, assum- 
ing it to belong in the second class, be contented with 
an equality of through rates with Nashville, leaving its 
local rates out to smaller towns as they are? 

The most extreme instance of uniform or postage-stamp 
rates applied over long distances occurs in the transcon- 
tinental tariffs from different points in the East. These 
differ radically from the adjustment of rates between 
different points on the Pacific slope, already described. 
At the far western end the lowest rates are accorded to 
coast cities, because of water competition by sea. Rates 
to interior points progressively rise by the addition of 
locals inward toward the interior. The rates thus com- 
pelled by water competition are accepted by the all-rail 
lines. Thus the Pacific coast end is practically built upon 
a basing line. It might be expected that in consequence 
of water competition a similar system would prevail at 
the eastern end of the line, that rates to the Pacific 
coast from interior eastern cities would rise progressively 
according to distance inland, until at all events the direct 
all-rail charge became as low as by the combined rail-and- 
water rates. But such is not the case, and for two reasons. 
The first is that in the East interior cities are large and 
powerful factors in trade. There were no such interior 
cities in the Far West, until Spokane came into its own. 
These inland eastern cities, Pittsburg, for example, de- 
manded equality of opportunity with the seaboard cities 
in Pacific coast trade. They succeeded in obtaining it by 
a grant of as low rates as New York or Boston enjoyed. 
In the second place, all the Pacific coast carriers enjoy 
a monopoly as far east as the Missouri River. But east 
of that line there are many routes interested in Middle 
Western cities, but having no interest in those in the East. 
They, too, have insisted upon giving their clients in such 
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places as St. Louis and Chicago as low rates as Philadel- 
phia or New York. Little by little the equality of rates 
was extended until for many years a blanket rate 
covers the entire United States east of the Mississippi 
River. 

Does not this constitute local discrimination against the 
middle western cities ? This was one of the main conten- 
tions in the St. Louis Business Men's League case. Being 
one thousand miles nearer San Francisco, it demanded 
recognition of that fact in its tariffs. The difficulty is 
accentuated when both eastern and western point rates 
are considered together. St. Louis enjoys no lower rate 
than New York, altho one thousand miles further east; and 
inland points in the Rocky Mountain area may be one 
thousand miles further east than San Francisco and yet 
pay a higher rate. Thus it is possible to lop off one thou- 
sand miles at each end of the line without affording any 
recognition of it in the tariffs. The situation is too 
involved to discuss in detail in this place; but one finds 
it difficult to avoid the conclusion that the whole system 
will demand revision before long. Geographical condi- 
tions are immutable. Trade conditions are not. Per- 
haps it was inevitable that the former should by force 
of circumstances have been somewhat overlooked during 
a period of rapid growth. But, as commercial affairs 
approach a condition of stability and permanence, the 
matter will call for most careful examination. 

Constant rates applied over long distances on the same 
line almost inevitably tend to pass over into a system of 
equality of rates over different lines. The necessity was 
evident enough in the Milk Rate case. This phase of the 
matter may theoretically best be discussed by reference 
to the following diagram. Suppose A, B, C, and D to 
represent any four inland "common points." It remains 
to show how it comes about that they all finally enjoy 
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equal rates to all four seaports, regardless of location. 
Each appears to be naturally tributary to some one of 
the seaports by a dominant or short-line route. In each 
instance this route properly rules the rate. Moreover, 
the four seaports may be considered for traffic purposes 
as equally and interchangeably distant from one another 
without regard to location. This follows from the fact 
that, except in extreme instances, rates by water do 
not vary according to distance, so small is the cost of 
mere propulsion by comparison with the terminal costs. 
In other words, the rate is the same from Wilmington 
to Brunswick or Savannah as to its next neighbor, Charles- 
ton. From this it follows, further, that Wilmington, 
Savannah, and Brunswick can all reach B — the point 
to which Charleston is nearest — on even terms. They 
may each have a direct line to B; but, as compared 
with a possible combined low water rate to Charleston 
and a low direct rail rate inland to B, the Charleston 
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route may be at least able to hold its own. All three 
outside competitors, then, are on even terms with one 
another in respect of access to B. But how does Charles- 
ton stand towards B as against the field? We have al- 
ready concluded that a roundabout route must be allowed 
to meet, tho not to undercut, the ruling rate. Such a 
roundabout route from Wilmington on this diagram to its 
own natural tributary A could be, and as a matter of fact 
is, made by passing around by way of Charleston or any 
other seaport. Charleston wishes to share in this trade at 
A, and may reach it by similar tactics. It stands towards 
A precisely as Wilmington stands towards B. They 
finally agree to enjoy both A and B on even terms. But, 
as we have already seen, the admission of Wilmington 
to B is equivalent to the admission of all the rest. Whence 
it comes about that all four establish B as a "common 
point." And of course the same procedure fixes all the 
others, A, C, and D in the same way. In the Savannah 
Fertilizer case 1 it appeared that there were no fewer than 
148 points in ten States from Louisiana to Kentucky, 
to which rates on fertilizers were absolutely the same from 
each of the four seaports. The degree of local discrimi- 
nation of course was negligible at the remoter places; 
but it augmented in proportion as the immediate neigh- 
borhood of each seaport was approached. The appar- 
ent anomaly was greatest in a north and south direction 
along the seacoast. Thus Dinsmore, Florida, was 275 
miles from Charleston and only 160 miles from Savannah, 
yet the rates from both points were the same. The gov- 
erning feature usually was the entire equality of coastwise 
water rates, regardless of distance, which in turn com- 
pelled the land lines to follow suit. 

The Cincinnati Freight Bureau case, otherwise known 
as the Maximum Freight Rate case, 2 affords the best ex- 

1 Ripley, Railway Problems, pp. 286-308. 

2 Decided m 1894. Reprinted in Ripley, Railway Problems, pp. 145-190. 
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ample of the difficulty in practise of adjusting rates over 
different and widely separated lines on a distance basis, 
in order to satisfy the demands of commercial competition. 
Atlanta, Georgia, the key to the Southern market, is 
876 miles by rail from New York, but only 475 miles 
from Cincinnati and 733 miles from Chicago. In other 
words, Cincinnati is 54 per cent, as far from Atlanta as is 
New York; and even Chicago is only 84 per cent, as 
remote. In general, this valuable Southern territory, on 
the basis of mere distance, is really nearer to the leading 
Middle Western cities than to those on the Atlantic sea- 
board. Yet this geographical situation is not reflected 
in the railway tariffs. Rates from the West, especially 
on manufactures, were much higher, always relatively 
and often absolutely. Thus first-class goods in 1894 paid 
$1.47 per hundred from Chicago (733 miles), while from 
New York (876 miles) the rate was only $1.14. At points 
like Chattanooga the disparity was even greater. This 
city is only 595 miles from Chicago as against 1,060 miles 
from Boston. Yet the rates were actually lower ($1.14) 
from New England than from Chicago ($1.16). The 
principal reason for this of course was the cheap coast- 
wise water competition by way of Charleston and Savan- 
nah. The Eastern all-rail routes could charge no more 
than the combined rail-and-water lines. The difference 
in relative cost of operation by water was recognized by 
means of so-called "constructive mileage." From New 
York to Savannah by sea is about 750 miles; yet the 
allowance to the steamers was proportioned upon a dis- 
tance of only 250 miles. Water cost was thus fixed by 
comparison with rail cost in the proportion of one to 
three. Yet, even with this allowance in favor of Eastern 
cities, New York remained more distant from Atlanta 
than Cincinnati, the "rate-making" distance from the 
former being 538 miles as against only 475 miles from 
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Cincinnati. The arbitrary reduction of the New York 
distance left Chicago more remote (733 miles), but not in 
so great degree as its tariffs implied. These tariffs were 
also peculiar in another regard. The handicap against 
the Western cities was much higher in respect of manu- 
factures and high-class freight than upon foodstuffs 
and raw produce. This in turn was clearly due to a 
long-established agreement between the lines east and 
west of the Alleghanies, as to a division of the field. 
Originally each set of lines was harassed by roundabout 
competition from the other. Western foodstuffs and raw 
produce were reaching the South by way of the Atlantic 
seaboard; and Eastern manufactures from New York, for 
instance, were rambling about over Western lines in order 
to reach places like Atlanta and Augusta, naturally 
served by direct routes from the East. The agreement 
to divide the field, dating from 1878, steadily became 
more irksome, however, to the West, with the develop- 
ment of manufactures of its own. The problems raised 
by this change are too large to be considered here. The 
main question for the present inquiry is as to the relative 
fairness of rates from two widely separated centers to a 
common market, those rates not being proportioned 
to distance. 

The final settlement of this knotty question is sugges- 
tive of the extreme difficulty of attempting to apply 
mileage or distance rates over different railroads too 
rigidly. The complaint being as to relativity, there 
were only two possible solutions. 1 One was to increase 
the Eastern rates, the other to order a reduction of the 
charges from the West. The former course was impos- 
sible, owing to the presence of water competition by sea, 
not under control. The latter alternative was, therefore, 
chosen by the Interstate Commerce Commission in its de- 

1 Cf. testimony in Elkins Committee Report, 1905, p. 2726. 
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cision in 1894. The rates from Western cities were always 
composed of two parts. The charge from the Ohio south 
was kept distinct as a local rate. The other portion of the 
rate applied from Chicago, for example, down to the Ohio 
River. Of these two parts, the Trunk Line portion 
appeared reasonable enough. It was the Southern local, 
often 100 per cent, higher than the other, which seemed 
most unreasonable; and which, according to all appear- 
ances, had been used to bring about a closure of the mar- 
ket to Western manufactured goods. Consequently the 
Commission ordered a reduction of the Southern local 
rates, cutting them drastically, but leaving the Northern 
locals unchanged. This decision was never carried into 
effect; as the Supreme Court of the United States held 
the Commission to have no such rate-making power. 
Nothing was done apparently to remedy the disparity 
in charges against the West, altho the railroads serving 
that territory urgently pressed for action. Every time 
they threatened a reduction of their Western rates, the 
Eastern lines came down in proportion. This left the 
relative rates as before, altho the general scale would be 
lower all round. 

At last, in 1905, the Eastern lines from Baltimore 
south agreed to permit a reduction of 5 cents in the rates 
from Western cities by lines north of the Ohio River, 
but they refused to accede to any change in the rates 
from the Ohio south. This was the exact opposite of 
the Interstate Commerce Commission's proposition, altho 
both plans were intended to compass the same object; 
namely, to place Western shippers more nearly on a par- 
ity with the East. The Commission, in 1894, laid all 
reduction upon the Southern portion of the rate; the 
railroads, in 1905, placed it all upon the Northern part. 
This obviously afforded no relief to the original com- 
plainant, Cincinnati. In fact, it actually operated to its 
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great disadvantage, inasmuch as it let its two powerful 
rivals, Chicago and St. Louis, into the Southern field 
on distinctly more favorable terms. Such was the out- 
come as a result of the friction of railroad competition. 
The reasonableness of some reduction was clear. But 
to the layman, the fairness of laying the reduction entirely 
upon the northern locals, already relatively low, instead 
of upon the extremely high Southern part of the rate is 
not by any means so clear. 

One further detail of this adjustment of Southern rates 
raises a question- — 

Rates between Eichmond, Virginia, and Atlanta, Georgia, 
are less than the rates between Richmond, Virginia, and Green- 
wood, South Carolina (an intermediate point). This is due to 
indirect competition between Richmond and Western jobbing 
points, and in order to permit the jobber or manufacturer in 
Richmond to do business as against his competitor in Cincinnati, 
it has been necessary to fix the rates from Richmond to Atlanta 
with some reference to the rates from Cincinnati to Atlanta. At 
Greenwood, South Carolina, we find that the Cincinnati shipper 
pays a very much higher rate than to Atlanta, and that the 
rates from Richmond are already sufficiently low to enable the 
Richmond shipper to compete at Greenwood with the Cincinnati 
shipper. 1 

Is this not in a measure described in the passage, " unto 
every one that hath shall be given; but from him that 
hath not, shall be taken away even that which he hath"? 
This railway argument contains dangerous possibilities. 
In effect, upon the theory of charging what the traffic will 
bear, it means that a railway (in this case the Seaboard 
Air Line) may increase its own local rates, not in propor- 
tion to the length of its own haul (from Richmond to 
Greenwood), but according to the remoteness of that local 
point from another competing market. The inevitable 

1 Elkins Committee Eeport, 1905, Digest, Appendix III , p 231. 



LOCAL DISCRIMINATION IN TRANSPORTATION 509 

effect of the general adoption of such a policy must be to 
erect arbitrary barriers to the free and wide-spread move- 
ment of commerce. The great advantage of the flat rate 
or of commodity rates is that, placing all competing 
centers upon an absolute parity irrespective of distance, 
they encourage the utmost freedom of trade. 

Certain general conclusions seem to be warranted by 
the analysis of these cases of local discrimination. The 
first is that they all show the extreme delicacy of commer- 
cial adjustment and the existence of conditions well be- 
yond the control of the carriers, jointly or singly. Trade 
jealousies in particular — the rivalry of producing and con- 
suming centers — render relativity of rates of paramount 
importance to shippers. This class in the community 
is interested comparatively little in the absolute level of 
rates, that being more directly the concern of the general 
consuming public. To the public, as represented by 
State and Federal legislatures, it is difficult to make these 
complicated matters of commercial competition clear. 
The only basis of rate making that is easily understood is 
one founded in general upon the distance principle, or, 
in other words, correlated with considerations of cost of 
operation. Any departure from this basis is apt to breed 
suspicion, and at all events puts the carrier upon the de 
fence. It is bad policy, in their own interest, for rail- 
roads to permit a continuance of such violations of the dis- 
tance principle in their general tariffs (commodity rates 
as a special resource to meet the special needs of commercial 
competition may be set aside), except in extreme cases. 
This was recognized by the Trunk Lines when they almost 
unanimously acquiesced in the long and short haul pro- 
visions of the Act of 1887. The people of the United 
States have the same right that they had then, to expect 
that at the earliest possible moment the wise provisions 
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of the Trunk Line rate adjustment shall be widely ac- 
cepted in the West and South. Whether those regions, 
and the railways that reach them, have yet sufficiently 
developed to warrant the change is a matter requiring 
careful consideration in detail 

The necessity of some exercise of governmental control 
over these carriers of the country, in order to mitigate, if 
not to eliminate, local discrimination as far as possible, 
is evident. Many of the instances previously cited have 
clearly shown how impossible it often is for any railroad, 
single-handed, to deal with an involved situation in a 
large way Take the Cincinnati Freight Bureau case, for 
instance. Conceding, as many would, the claim of West- 
ern cities to some readjustment of tariffs in their favor, 
is it not an anomaly that the lines south from Baltimore, 
several hundred miles away, should finally dictate the 
means to be employed to remedy the situation at Cin- 
cinnati and Chicago? Who else but the Federal gov- 
ernment could ever hope to disentangle the almost hope- 
less snarl of competition involved in the controversy over 
differentials to and from the Atlantic seaboard? This 
controversy is at bottom one of local discrimination. 
And yet how is the Interstate Commerce Commission 
to aid in the solution of these intricate problems under 
present conditions? Its hands are tied in two ways. It 
cannot prescribe minimum rates, and the long and short 
haul clause remains as much a dead letter since the Ala- 
bama Midland decision as it was before the recent revi- 
sion by the Act of 1906. True, the Commission may, 
in some cases, accomplish by indirection its purpose of 
establishing a proper relativity between rates through the 
exercise of its newly granted power to fix maximum rates. 
This was done in the recent Spokane and Denver decisions. 
Holding that the charges at interior points were out of 
line with through rates to the Pacific coast, and being 
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unable to govern the long-distance tariffs, it simply or- 
dered a reduction of certain rates at Spokane and Denver 
as inherently unreasonable. This solution is not, however, 
always practicable. Not infrequently the lower rate at 
the remoter point will drop as soon as the intermediate 
rate is lowered. Thus the former relativity of charges 
is re-established on a generally lower scale. The com- 
plaint in the Eau Claire lumber case 1 required the exercise 
of such power over minimum rates, in order to remove the 
disability against a particular center. And then, finally, 
it is indubitable that commercial competition as a "com- 
pelling" factor has been somewhat over-emphasized by 
the railroads. Too often conditions in part brought about 
by themselves, or in which at least they have acquiesced, 
have been set up as a defence for rates favoring certain 
points. This is especially true of the Southern basing- 
point cases. Whether any further grant of powers to the 
Interstate Commerce Commission by Congress is neces- 
sary at this time in order to enable progress to be made 
in this connection, it is as yet too soon to predict. The 
course of affairs for the next few years will at all events 
bear attentive watching by all students of transportation. 

W. Z. Ripley. 
Harvard University. 

1 Ripley, Railway Problem?, p. 214, 



